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INTRODUCTION BY THE EDITOR 


Would a currency that was managed to achieve internal 
commodity price stability make it possible to avoid depres- 
sions? Should we try to give the dollar a fixed value and a 
fluctuating gold content instead of a fixed weight and a 
fluctuating value? If the commodity dollar promises to 
remedy some of the defects of the traditional standard, does 
it introduce any weakneses of its own? 

The discussion of these questions in this pamphlet is sub- 
stantially based on a paper prepared and printed for the 
members of the Association of Reserve City Bankers. With 
the permission of the Association, it is now made available 
to a larger audience in a slightly modified form and with the 
addition of some material drawn from a paper by the author 
on “The United States and the International Gold Standard,” 
published in the January, 1934, issue of the dunals of the 
American Academy of Political and Social Science. 

This is the twenty-sixth of a series of Public Policy Pam- 
phlets which the University of Chicago Press is publishing. 
Frequently, the scholarly journals give no attention at all to 
problems that have an acute public interest, while the ordi- 
nary magazines can print little but superficial comment. The 
University might well perform a valuable service by making 
available to the public whatever special training and informa- 
tion it may have at its disposal. The continuation of such a 
series will, of course, depend upon its reception by the public. 

Perhaps it goes without saying that the authors of these 
pamphlets are individually responsible for their views, and 
that they in no way involve the responsibility of the Univer- 
sity of Chicago. 

Harry D. GIDEOoNSsE 
January 2, 1938 
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THE COMMODITY DOLLAR 


I. INTRODUCTION 


With the recession in business activity that has come in the 
fall of 1937, we have witnessed a revival of interest in the 
various proposals for monetary “experimentation” that 
played such a role in the early recovery period. Important 
inflationary interests such as the self-constituted Committee 
for the Nation reappear in the headlines. Foreign exchange 
markets show a renewed sensitivity to rumors of further de- 
valuation of the dollar. Senatorial debate once again turns to 
the consideration of legislation sponsored by Senator Elmer 
Thomas of Oklahoma, which builds upon the Thomas amend- 
ment which the Congress supported with such uncritical en- 
thusiasm in 1933.! The time would seem to be ripe for a 
further consideration of the commodity dollar, both in its 
theoretical and in its historical aspects. 

The “‘commodity-dollar” proposal is a plan to cure the 
evils of inflation and deflation. It is a more nearly self- 
explanatory name for the various ideas which have been 
urged since 1911 by Irving Fisher and others under the gen- 
eral slogan of “stabilizing” the dollar. Some of these pro- 
posals cling specifically to some gold basis—like the ““com- 
pensated” dollar described in Irving Fisher’s Stabilizing the 
Dollar (New York, 1920)—others frankly face the possibility 
of discarding any relationship to the traditional metal.? 

These proposals were a matter of theoretical interest until 
the breakdown of the gold standard in the “sterling-bloc’”’ 
countries in the fall of 1931 and the monetary experimentation 
in the United States which began in 1933. Today the mone- 
tary objective of price stabilization is a matter of practical 

«Cf. Hearings before a Subcommittee of the Committee on Agriculture (U.S. Sen., 
Ist sess. on S. 1990, 75th Cong. [A Bill for the Regulation and Stabilization of Agri- 


cultural and Commodity Prices through the Regulation and Stabilization of the 
Value of the Dollar]), Washington, D.C., 1937. (Hereinafter cited as Hearings.) 


2 Professor Fisher now advocates “complete abandonment of the gold standard 
in favor of a managed currency... - - Instead of burying the gold, I would bury the 
gold standard” (Hearings, pp. 272, 286). 
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policy in, for instance, Great Britain and Sweden, and it is 
definitely part of the picture in the United States even if our 
currency is today stabilized in gold weight. The object of 
plans of this sort is to control money and credit with an eye 
to maintaining an approximately stable general level of prices. 
The idea of a “monetary unit stabilized in purchasing power” 
has attracted increasing attention since the World War, largely 
because of the sharp fluctuations in prices we have experi- 
enced in recent decades. 

It is generally assumed by the advocates of such proposals 
that the business cycle is “‘a dance of the dollar,” that is to 
say, that our depressions and booms are caused by upward 
and downward movements in the purchasing power of the 
currency. It is also assumed that monetary and credit policies 
would give us “‘any price level” we might desire, and that a 
stable price level would automatically bring general economic 
stability in its wake. 

All these assumptions are subject to challenge—and will 
be challenged in this essay. It is well, however, to note that 
whatever we may think of particular proposals, the general 
objective of “stabilization” in the sense of “ironing out the 
business cycle” has been widely accepted in post-war Amer- 
ica, and recent books by men who are politically as far apart 
as Herbert Hoover and Henry A. Wallace agree upon this 
objective as an acceptable general aim of governmental 
activity. 

It is especially important to see the historical framework 
in which the monetary policies of recent years have de- 
veloped. 

After 1920 the Federal Reserve banks were in a position 
to base their policies upon broad economic considerations. 
Large reserves made possible a credit policy in which 
considerations of the adequacy of gold reserves could be 

3In correspondence with Senator Thomas, dated May 20, 1937, concerning the 
Monetary Authority Act, President Roosevelt has reiterated the statement in his 
message to the World Economic Conference of 1933. “The United States is still 
seeking ‘the kind of dollar which a generation hence will have the same purchasing 
and debt-paying power as the dollar-value we hope to attain in the near future.’ ” 
Appended statements by the Secretary of the Treasury and the Board of Governors 


of the Federal Reserve System make it very clear, however, that price stability is 


ns any longer “the sole or principal objective of monetary policy.” Cf. idid., pp. 
-12, 
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left largely out of account. Discussion—and to some ex- 
tent policy—centered upon the desirability of price stability, 
as compared with other possible objectives. Many other fac- 
tors were involved, however, and these were usually over- 
looked in this type of discussion. When the deflation of 1929 
began to take hold, a general disillusionment concerning the 
reflationary effectiveness of credit policy in the form of 
“cheap money” developed, and a demand for manipulation 
of the gold content of the dollar developed largely under the 
leadership of the so-called Committee for the Nation, a self- 
constituted group of prominent business men interested in 
promoting the increased value of equities and certain 
branches of foreign trade, and supported intellectually by 
such economists as Irving Fisher of Yale and Professor War- 
ren of the New York State College of Agriculture of Corneii 
University.‘ 

An examination of the problem therefore quite naturally 
breaks up into a study of the following questions: What 
kind of money did we have before 1933? What is the theo- 
retical proposal for a commodity dollar? How would it 
probably work in practice? What practical form did the 
Roosevelt experimentation in 1933 take? What are the ele- 
ments of a defensible policy that would seek the goal of 
“stability”? 


Il. GOLD: A FREE AUTOMATIC STANDARD OR A 
MANAGED CURRENCY? 


A good deal of contemporary discussion speaks of monetary 
alternatives as if a choice were involved between a free auto- 
matic gold standard on the one hand and a managed currency 
on the other. It is of crucial significance to understand that 
the choice is not between a managed currency, on the one 
hand, and a currency that is not managed (“free”) on the 
other. The real problem is one of different kinds of manage- 


4 Professor Warren ultimately became a monetary adviser of the Roosevelt ad- 
ministration in the early months of its history, and was generally credited with a 
certain responsibility for the policies that were then initiated. In view of the ad- 
visory capacity of Dr. Warren and the widespread publicity given to his views by 
the Committee for the Nation, special attention is devoted in this essay to his pro- 
posals and the analysis upon which they are based. 
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ment, and of the extent to which deliberate management 
plays a role. 

Perhaps the best way to justify this statement is to review 
just what is required to have a smoothly functioning gold 
standard: 

1. Banking systems should be fully loaned up to the limit 
of their reserves, so that gold movements might cause rapid 
and substantial variations in the volume of credit, in interest 
rates, and in prices. 

2. Capital movements between countries should be sensi- 
tive to prices and interest rates, requiring but little gold to 
induce equilibrium. This is impossible if capital movements 
are treated as instruments of national pllicy. 

3. To function smoothly, small price changes should have 
marked effects on exports and imports. In other words, the 
demand for commodities and services in international trade 
should preferably be elastic, and price changes should cer- 
tainly not be offset by changes in tariffs or other trade bar- 
riers, for, if the new flow of trade that is induced by price 
movements is restricted, the disequilibrium that led to the 
original gold movement will continue. 

These “rules of the game” were never consciously formu- 
lated. They were not invented by experts. Often they were 
not even thought to exist by those that helped to administer 
them. They had slowly developed in the experience of the 
leading countries, and they were taken for granted as part of 
the “natural” system by which a rough but effective regula- 
tory and leveling influence kept price levels, credit conditions, 
and currency situations in all countries in some sort of align- 
ment. 

The simple process of stating these rules suffices to under- 
stand that a great deal of “management” would be required 
to establish them in fact in our own time. We live in a world 
in which central banks have deliberately “offset” gold losses 
by credit expansion, in which trade barriers are easily intro- 
duced to curb the flow of trade, in which national monetary 
authorities strive for autonomous price systems, in which 
“production controls” and price-maintenance schemes occur 
everywhere, and in which monopolistic practices and collec- 
tive bargaining have introduced a rigidity in prices and wages 
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that frequently make a myth of the easy re-establishment of 
new equilibria for which the “rules of the game”’ call. 

The old gold standard was therefore not “free” or “auto- 
matic.” It was a managed currency. The very notion of dis- 
count policy or the phrase “‘open-market operations” make 
that clear. The record of two world-wide breakdowns since the 
war shows that it was poorly managed. Two conclusions can 
be drawn from such a record. The first would be directed at 
answering the question why we have poor management. 
What did we do that was contrary to the “rules of the game’? 
What should we do to return to the “rules of the game’? 
Would the game be worth the candle? The second approach 
is definitely aimed at another game with different rules, and 
it has led to the proposal for “‘a commodity dollar.” The new 
rules would call for a different discipline and the basic ques- 
tions would therefore be: What are the new objectives? 
What are the methods proposed to enforce them? Is it likely 
that we shall observe the new rules more conscientiously than 
we did the rules of the old game? 

The first set of questions is not within the scope of this 
paper, but it is inevitably in the background when alterna- 
tives to our present monetary system are considered. Per- 
haps the most confusing aspect of the entire monetary con- 
troversy in the United States lies in the refusal of the partici- 
pants to allow for the critical evaluation of one another’s 
assumptions. Traditionalists tend to idealize the “free” and 
“automatic” character of the gold standard when it is clear 
from the historic record that throughout the modern world 
public and private groups have objectives that are flatly op- 
posed to the assumptions of the traditional rules of the game. 
Meanwhile experimentalists idealize management, although 
the record of the traditional standard reveals that most of 
the weaknesses in the gold system were due to the quality of 
interference (management) by public and private authorities 
with the “free” functioning of the established currency. The 
stormy experience with the gold standard in the last twenty 
years has certainly revealed abundant weaknesses that call for 
a critical overhauling, but they also cast a strange light upon 
the assumption that management could solve our problem. 

It might be admitted that a perfectly managed incon- 
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vertible currency offers better prospects than imperfectly 
managed gold. Experience with gold has made it abundantly 
clear, however, to all who do not indulge in wishful thinking, 
that “management” falls far from the standard of perfection. 
There is no guaranty that the quality of management will 
automatically improve with the extension of the range of its 
authority. 


Ill. THE COMMODITY DOLLAR: A SPECIAL FORM 
OF MANAGED CURRENCY 


The case for a managed currency always begins with a 
critical examination of the “record of prices under gold.” 
Usually this is stated in terms of the price history of recent 
decades with the revolutionary amplitude of fluctuations 
which it reveals. We might take the index numbers of whole- 
sale prices of the United States Bureau of Labor Statistics, 
taking the 1926 average as 100 and the basis of comparison, 
and note for some long-run perspective that the figures for 
1890 and 1896 would have stood at 56.2 and 46.5. In 1913 
the figure would have risen to 69.8 and then moved up rapidly 
through 131.3 in 1918 and 138.6 in 1919 to the peak of 167.2 
in May, 1920. Then the precipitous slump began to gr.4 in 
January, 1922, which marks the beginning of eight years 
of approximate stability in prices. The next major slump be- 
gan in October, 1929 (95.1), taking the index through yearly 
averages of 86.4 for 1930, 73.0 for 1931, 64.8 for 1932 to the 
low of 59.8 for February, 1933. Since that time the index has 
climbed to 88 in April, 1937 (85.4 in October, 1937). 

These are, of course, incontrovertible facts. The assump- 
tion, however, that this history is altogether due to the mone- 
tary standard, and that “management” could have kept this 
record stable “around 100” is easily discredited.s It is ap- 

5On March 25, 1937, when Senator Thomas introduced his Monetary Authority 
Act in the Senate, he displayed a large graph representing the rise and fall of the 
dollar since 1800, The Senator made a great deal of the “bouncing like a rubber 
ball” of the gold dollar as reflected on his chart. The three peak periods in the 
“bouncing” followed the Napoleonic wars, the Civil War, and the World War. To 
have kept the price line straight in these periods, Congress would have had to transfer 
to the monetary authority the power over war and peace as well as the power to 
decide on the content of the federal budget. Needless to say, no such power is 
granted in Senator Thomas’ bill, but the impression conveyed remains that the price 


line would have been straight if the Monetary Authority Act had been on the books 
throughout the period. 
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parently assumed that all political changes in the legal frame- 
work in which banking takes place (like the introduction of 
the Federal Reserve System with its gold economies and sub- 
sequent price effects) and all violent financial disturbances 
(like the World War with its war inflation and subsequent de- 
flation) would be subject to the dictation of the: monetary 
“managers.” These may be typical “ideal” assumptions of 
management, but are they likely to be in accordance with the 
facts? Isn’t it in the very nature of things to expect “manage- 
ment” to be subject to such political forces? And isn’t the 
real question: Would the managed currency be more or less 
free from such influences than the traditional one with its 
more impersonal “rules”? 

The notion that the grass in the other meadow is greener 
is implicit in almost all discussions of planned versus free 
economy. In studying the possibilities of an “ideal” managed 
currency, it is certainly misleading to compare it with the 
alternative of the gold standard as it operated in practice. We 
should compare the theory of the gold standard with the 
theory of managed currency—with all the suggestions for 
possible constructive reform which such a comparison might 
imply—or we should make a realistic effort to imagine the 
impact upon the theory of a managed currency of the various 
drives and pressures of actual operation which in fact change 
the theory of the gold standard into the unsatisfactory prac- 
tice that is so familiar. Would the managed currency under 
the same realistic and practical conditions show greater or 
smaller deviations from its theoretical operation than the 
traditional standard? 

In the propaganda literature little attention is paid to 
these questions, and attention is focused upon all the practical 
weaknesses of the traditional standard while there is no 
consideration of the effects of the impact upon the new 
managed currency of these same practical considerations. 

Let us begin with a study of the theory of the proposed re- 
form. As Irving Fisher pointed out in his early projects for a 
“stabilized dollar,” the traditional dollar has a stable weight 
of gold but an unstable purchasing power. He stressed that 
we needed a currency of stable purchasing power, and this 
might be achieved by changing the weight from time to time. 
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In our recent monetary experimentation Professor Warren 
has said that “‘the dollar has to be rubber either as to weight 
or as to value. It cannot have a fixed weight and also have a 
fixed value.” How, then, could we give the dollar a fixed 
value and a rubber weight, instead of fixed weight and rubber 
value? 

The answers to this question vary somewhat according to 
the authorship and the time of utterance. Essentially they 
are all alike. They aim at a dollar which would entitle the 
holder to a fixed value of gold—that is to say, a fixed purchas- 
ing power—rather than a fixed weight of gold, as the tradi- 
tional dollar does. The weight of the gold dollar would be 
varied from time to time and would be determined in accord- 
ance with an index number of commodity prices. There 
would be no gold coins in circulation but gold would be avail- 
able for foreign trade purposes in accordance with the move- 
ment of the index. In Irving Fisher’s words, “if the index 
should rise to 102, that is 2 per cent above the par agreed 
upon, the gold content of the dollar would be increased by 
2 per cent. If the index should decline to 97, the gold content 
of the dollar would be reduced by 3 per cent.” 

In other words: The price of gold in dollars, which was 
maintained from 1837 to 1933 at $20.67 an ounce, would vary 
from time to time in accordance with the movement of the 
chosen index number. Variants of the proposal would do 
away with the link to gold altogether, simply varying the 
amount of currency in accordance with index numbers— 
withdrawing currency when prices rise and expanding it 
when prices fall. In all cases, the index of commodity prices 
would give the signal for action, hence the name “commodity 
dollar.” 

There are several assumptions in the theoretical reasoning 
upon which these proposals are based that call for critical 
scrutiny. First, it is assumed that while the gold standard 
gave external stability to the currency and exchange, the new 
commodity dollar would give internal stability because it 
would stabilize the price level. Second, it is assumed that 


6 The contrast of external versus internal stability fits in very well with the 
demagogic needs of economic nationalists. To some extent, however, the movement 
toward concentration of national powers is not incompatible with international 
objectives. For it has become clear that a war-debt policy, a new tariff act, and 
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changes in the gold price would lead to direct and propor- 
tional effects upon credit which is, of course, by all odds the - 
most significant medium of exchange affecting prices in the 
United States today. 

The first question to examine is therefore: Would a stable 
price level give us internal stability? Related to it is the 
question: Could a stable price level be achieved with the 
“commodity dollar’? 


Iv. A CRITICAL EXAMINATION OF THE 
COMMODITY DOLLAR 


Would a stable price level give us internal stability? Do 
producers and consumers sell and buy at price averages or at 
individual prices? Would a stable price level give stable indi- 
vidual prices, or would stability be achieved by a multitude 
of individual instabilities? For instance, suppose seasonal in- 
fluences affect crop prices. Should we correct other prices to 
keep the average stable? Should we, for instance, push the 
metals down because wheat went up? And if the price of 
wheat should fall next winter because of abundant crops, shall 
we then force the metals up quite apart from any considera- 
tions affecting that particular business, and simply to stabilize 
the average? 

Suppose technological developments lead to lower prices, 
should we offset this tendency by compensating doses of 
credit which would drive certain individual prices up to offset 
the declines in other prices? What shall we do about long- 
run factors like changes in population? May they not in- 
crease the prices of certain raw materials relative to wages and 


capital exports, both long- and short-term, have a monetary significance that is 
quite as marked as, say, the movement of the discount rate or the activity of the 
“open-market” operations. 

Historically, these various “policies” (in so far as they are specifically formulated 
at all) are framed by entirely separate authorities or institutions which have no 
relations with one another. Congress enacts tariffs without considering their effects 
on outstanding indebtedness or exporters’ interests; public and private debts are 
expressed in rigid treaties or contracts, with no allowance for price fluctuations 
which affect their economic significance; private bankers decide on long-term or 
short-term capital movements; and the Federal Reserve Board decides—under 
various types of political pressure—upon discount or “open-market” policy. Clearly, 
the first step is closer co-ordination of national powers. Then the logical second step 
might be a measure of international co-ordination of the separate national au- 
thorities. Cf. Harry D. Gideonse, Annals, January, 1934. 
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finished products? Should other prices in such a case be 
- forced down? Would all these things constitute internal 
Stability ? 

Price movements originate in a multitude of causes, and 
compensatory monetary adjustments might frequently cause 
far more harm than the original difficulty they sought to 
remedy. If in certain situations wholesale prices were kept 
from falling, what is to avoid the new credit from overstimu- 
lating speculative use of credit in security markets? Isn’t a 
stable price policy in a period of constant technical progress 
likely to be a policy of more or less continuous inflation, lead- 
ing to misdirection of new investment and consequent ulti- 
mate breakdown? In such a period why shouldn’t prices be 
allowed to fall in accordance with the reduction in costs-per- 
unit ?7 

Index numbers of prices might be a useful tool in the guid- 
ance of central bank policy. The multitude of possible price 
situations in which price fluctuations could take place sug- 
gests the menace to stability which could ensue if we followed 
a policy of strait-jacketing credit policy by compelling it to 
forego all considerations apart from price movements. There 
will be no effective substitute for flexible banking judgment 
in cases of this type where distinctions between permanent 
and temporary, universal and local factors will be the final 
criteria, lest the essential adaptability to a swiftly changing 
economy be lost. 

Finally—assuming that all these questions are examined 
critically and that the answer nevertheless is an indorsement 
of the general objective of a stable price level—could we 
realistically assume that the central monetary authority could 
enforce such a policy under the usual conditions of democratic 
politics and pressure groups of various sorts? How effective 
would the political pressure of farm regions be if it were known 
that the decision that increased the price of the dollar in terms 
of foreign moneys (and which therefore increased the price 

7 Popular and political discussion ignores all questions of this type. Thus Senator 
Thomas stated in his speech in the Senate of March 25, 1937, that “it is now gen- 
erally admitted that the dollar value controls prices .... at all times the price of 
any given item or commodity embraced within the 784 items making up such an 


index is controlled by the value of the dollar.” Cf. Congressional Record—Senate, 
March 25, 1937, p. 3520. 
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of American farm products relative to the prices of Canadian 
or Argentine competitors) had been taken in a politically ap- 
pointed body in Washington? How effective, on the other 
hand, would the political pressure of industrial centers be if 
it were known that the decision that increased the price of 
the dollar in terms of foreign currencies (and therefore de- 
creased the price of competing foreign goods to American cus- 
tomers) had been taken by a politically appointed body in 
Washington? 

Isn’t the entire history of the tariff, or the more recent 
experience with tariff bargaining or with the A.A.A. and the 
constant additions of “‘protected”’ crops, valid ground for the 
deepest pessimism in this respect? It is, of course, true that 
political interference had a good deal to do with the break- 
down of the traditional standard in the form of increased 
trade barriers, reparation and war-debt payments, quota 
schemes, etc., but there was a residual impersonality in the 
gold standard which was not subject to political control, while 
under the commodity dollar such restraints would be removed 
and the range of authority of the “managers” would be ex- 
tended. In other words: Isa price average “rule” likely to be 
as effective a check on political activity as the more imper- 
sonal discipline that is created by a movement of gold out 
of the country? 

Those who believe in the superiority of internal over 
external stability as an objective of monetary policy some- 
times urge that political barriers like tariffs, quotas, exchange 
controls, war debts, etc., could not do the damage in a system 
of freely fluctuating exchange rates that they can do when 
fixed foreign exchange rates are the rule. Thus—it is argued— 
it is very hard to make the layman see the disadvantage of a 
sharp tariff increase under the fixed gold parities of the tradi- 
tional standard. It would ultimately tend to cut exports but 
the process would be disguised in a complex sequence of events 
in which discount rates, gold movements, and so forth tend to 
obscure the clear sequence of cause and effect. But under a 
system of fluctuating foreign exchanges that aimed at internal 
stability, a sharp increase in tariff protection would tend to 
create a so-called“‘favorable” balance of trade and, assuming 
that other factors would not be changed at the same time, the 
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protectionist country’s currency would become expensive be- 
cause of its excess in exports, while the other currencies would 
fall in exchange value. This would then, it is argued, auto- 
matically make the consequences of the tariff increase visible 
to everyone with eyes to see and a mind to understand. It is 
not wise, however, to be too optimistic about the size of this 
group. The freely fluctuating exchange rate could make the 
meaning of the process a bit clearer to those who already un- 
derstand it, but it is highly optimistic to assume that politics 
would draw the anticipated conclusions. 

Would the politician—or the “public opinion” behind him 
—understand that the tariff curtailed imports, therefore cre- 
ated a shortage for foreigners of dollar receipts relative to 
dollar payments, and consequently made the freely fluctuat- 
ing dollar expensive and the foreign currencies cheap? Would 
they see that this would restrict our exports and encourage our 
imports? If they had enough insight to see it, would they have 
voted for the tariff increase in the first place? Isn’t it more 
probable that they would ascribe the new high value of the 
protectionist country’s currency to some conspiracy of the 
“wicked foreigners” which should be met with appropriations 
with which the currency could be deliberately held at a valua- 
tion well below the figure arrived at by the forces in the open 
market? Isn’t this the lesson of the decade and a half follow- 
ing the war when we tried to promote exports, collect political 
debts, and restrict imports all at the same time? When other 
currencies “weakened” and the dollar remained “hard” as 
an inevitable consequence of these contradictory policies, did 
we conclude that something was wrong with our tariff or debt 
policies, or did we conclude that somehow the “wicked inter- 
national bankers” or the “British” had “doctored” the foreign- 
exchange market, and that there was nothing for it but to 
“doctor” the dollar as well? Didn’t event the supposedly con- 
servative Saturday Evening Post then join the inflationist 
chorus of the Committee for the Nation, Father Coughlin, 
and the farmers in the demand that we should “‘meet Great 
Britain on its own terms,” that is to say, depreciate the dollar 
to meet the depreciation of sterling? And wasn’t the end of 
the story that we deliberately spent public money to weaken 
the dollar relative to foreign money, which literally meant 


[12] 


that we insisted on selling foreigners more and more of our 
goods in return for less and less of theirs? Does that episode 
make it safe to rely upon the public understanding of the 
“meaning” of a fluctuating foreign exchange rate? Or should 
it drive us back to a renewed appreciation of the virtues of the 
historic objective of fixed foreign exchanges as a monetary 
objective? Isn’t the very fact that such an objective has be- 
come something of a fetish an asset rather than a liability? 
Even the advocates of a managed currency admit the need for 
a public indoctrination with the new rules of the game so that 
a new “religion of money” can be built up “around which 
might be regimented strong sentiments against tinkering with 
the currency.’ 

How long would it take—and how much costly experience 
would it involve—until another general objective acquired the 
same compulsion as an article of public faith? Doesn’t it 
therefore seem wiser to reconstruct our monetary system 
within the framework of the monetary objective which still 
has an established disciplinary value? 


Vv. HOW WOULD CHANGES IN THE GOLD CONTENT 
OF THE DOLLAR AFFECT PRICES? 


A discussion of the foreign-exchange aspect of the commod- 
ity dollar brings us to the actual operation of the plan. Just 
what is the chain of causation that would lead from changes 
in the gold weight of the dollar to changes in the price level? 
What is the theoretical basis of the proposal? And how would 
it probably work in practice? 

Curiously enough this is a question to which the literature 
of the subject makes few references. Professor Warren is con- 
tent to leave the readers of Prices? with sets of parallel data 
without offering a satisfactory explanation as to the reason for 
the supposedly casual relations, and his parallel data are con- 
fusing and point to quite contradictory conclusions as to the 
cause-and-effect relations. Since these materials have been 
widely publicized by the Committee for the Nation and con- 

8 See Henry C. Simons, “Rules versus Authorities for Monetary Policy,” fournal 
of Political Economy, February, 1936. 


° George F. Warren and Frank A. Pearson, Prices (New York: John Wiley & 
Sons, 1933) and Gold and Prices (New York: John Wiley & Sons, 1935). 
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stituted the background for much of the sentiment that ulti- 
mately caused the monetary experimentation in the fall of 
1933, a theoretical examination of the validity of the basis for 
these proposals might be of interest, if space permitted. 
Charles O. Hardy of the Brookings Institution has published 
an incisive analysis of this type’ which demonstrates conclu- 
sively that gold is only an indirect factor in price determina- 
tion. If we limit ourselves to a study of the practical conse- 
quences of changing foreign exchange rates, similar conclu- 
sions emerge. 

In a world of gold-standard currencies, changing the gold 
weight of the dollar would first of all alter its value in foreign 
exchange. Decreasing the weight of the dollar would increase 
the dollar value of sterling (assuming that it retained the same 
weight as before the dollar devaluation) or—looking at it in 
another way—it would cheapen the dollar to foreigners. This 
would obviously make our exports more attractive to foreign- 
ers, and it would increase the dollar income of our export in- 
dustries. In the long run higher prices for export goods would 
result in some increase in all prices, because exporters had 
more to spend, and the extent and speed of this general diffu- 
sion would largely depend upon the role played by foreign 
trade in our national economy. Such a broad diffusion 
throughout the price structure might be quite rapid in a coun- 
try in which foreign trade played a very large role, and it 
might be very slow in a country—like the United States—in 
which foreign trade was less significant." 

Reducing the value of the dollar in foreign currency would 
also tend to make imports more expensive, and consequently 
would tend to reduce them. While foreigners would buy more 
of our goods with the same amount of their money, we could 
buy less of their goods with the same amount of our money. 
Ordinarily such a policy could hardly be regarded as advan- 
tageous. There is no doubt, however, that the increase in the 
price of imported goods (rubber, coffee, sugar, etc.) would 


0 Charles O. Hardy, The Warren-Pearson Price Theory (Washington, D.C.: 
Brookings Institution, 1935). 


_ * It should also be stressed that it makes a great difference whether such a policy 
aims at the stabilization of an existing price level—as in England—or at the sharp 
increase in prevailing prices—as was at least the initial program in the United 
States, 
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have some upward effect on the price level in general. If index 
numbers were chosen which represented in the main certain 
obviously international commodities, price increases would 
probably be fairly considerable, but if the index numbers were 
more representative of domestic trade in general the net effect 
of raising the dollar price of gold would be considerably 
muffled. 

In judging the long-run consequences of a regular policy 
of changing the gold weight of the dollar, it is certainly impor- 
tant to keep foreign reactions to such an enterprise in mind. 
Foreign governments are bound to react to such special efforts 
to promote exports and restrict imports by the erection of spe- 
cial trade barriers and competitive devaluation of their own 
currencies. As the short-run advantages of the policy to cer- 
tain limited groups of exporters depend upon the gold stabil- 
ity of the other currencies, it is clear that a world that became 
““wise” to the device would gradually be able to destroy most 
of its effectiveness by new quotas, exchange controls, and 
monetary expedients. Irving Fisher at one time stated that he 
would only recommend his plan if an international agreement 
could be drawn up by which the gold values of the more im- 
portant currencies could be revised simultaneously and in the 
same degree in accordance with the movement of some index 
number of international prices. This suggestion obviously 
overlooks the very different degree of importance of foreign 
trade to the various national economies involved, and the dif- 
fering character of foreign trade in various countries, and it 
furthermore would deprive the device of the only prompt and 
effective influence upon prices which it might exert. It would 
destroy the ability to affect the foreign exchanges and the 
effect upon prices would thus have to come exclusively 
through the change in the gold basis underlying the structure 
of bank credit. 

To change the dollar value of a given weight of gold is, of 
course, to change the dollar value of the gold reserves of the 
banking system. To increase (decrease) the gold content of 
the dollar would in effect decrease (increase) the capacity to 
extend credit of the banks. Whether or not this policy would 
have an immediate effect upon the outstanding volume of 
credit—and through it upon prices—would depend upon the 
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pressure for funds existing in the markets and the extent to 
which the banking system was “loaned up” to the limit of its 
reserves. To reduce the gold value of the dollar in a period of 
abundant reserves would obviously have no prompt or pre- 
dictable effect upon the price level, and results would vary 
according to the extent to which a country used deposit cur- 
rency, the legal reserve percentages, the prevailing conditions 
in its money markets (including fluctuations in velocity), etc. 
When the authors of Prices say that “by reducing the weight 
of gold in the dollar, any desired price level can be established” 
(p. 371), or that “if such a dollar were adopted, any desired 
price level could be set and thereafter could be maintained at a’ 
substantially stable price level” (p. 371), they are therefore ex- 
pressing views that are utterly irresponsible and incorrect. 
Mere tinkering with the gold weight of the dollar can have 
some (not very predictable) effect on prices if other countries 
will continue to maintain their currencies at the previously 
existing value, but no effective control can be exercised 
through this device in a country in which bank credit plays as 
large a role in the determination of prices as it does in the 
United States. 

The indifferent results of our “experiment” in 1933 prove 
very little about the ultimate effects of such a policy. Pro- 
fessor M. T. Copeland’s International Raw Commodity Prices, 
a research report published by the Harvard Graduate School 
of Business Administration, shows that even in a period in 
which our devaluation affected foreign exchange rates in an 
unparalleled fashion, the effect on prices of important inter- 
national commodities was by no means as uniform as the 
Committee for the Nation had predicted. Dr. Copeland con- 
cludes with the statement that it may be doubted “whether 
the program for devaluing the dollar actually had any immedi- 
ate effect on the prices of these sensitive commodities.” 

If in a future venture along similar lines, the foreign-ex- 
change market should fluctuate in the same direction as the 
dollar—in case, for instance, the gold countries went “off” 
gold and did not allow dollar devaluation to “register” —the 
consequences of the policy would be even less predictable, and 
the entire efficacy of the program might be destroyed with the 
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risk of competitive currency depreciation as a new menace to 
international economic stability.” 

As devaluation tends to stimulate exports and restrict im- 
ports, it tends to widen the gap in our balance of payments 
and through this process it tends to promote gold movements 
to the devaluating country. The unparalleled drain of mone- 
tary reserves away from the rest of the world and toward the 
United States constitutes one of the major causes of dis- 
equilibrium in the world today. Of the total of almost twenty- 
four billion dollars in the world’s gold reserves in the hands of 
central banks and governments, the United States has drawn 
to its shores nearly thirteen billion dollars (November, 1937). 
Enormous sums of gold are held by the exchange stabilization 
funds of England, France, and the United States. Our own 
government holds more than twelve hundred million dollars 
of gold which it has “sterilized” —that is to say, which it has 
purchased with the deliberate purpose of keeping it away from 
normal banking use. Conclusions based on the data thus far 
concerning the effect of this drain on monetary policies and 
price levels both here and abroad are premature, as the time 
allowance is obviously too short for the full development of 
the deflationary consequences abroad—and for the possible 
repercussions in due time in our domestic situation. 

In the midst of the early enthusiasm the new monetary 
policy of 1933 was often presented as a monetary declaration 
of independence. Up to now we had supposedly been an- 
chored to “antiquated fetishes” of international bankers; now 
we had issued an emancipation proclamation which was com- 
pared by some with Abraham Lincoln’s emancipation of the 
slaves. Today we know that the effectiveness of our program 
was dependent upon the willingness of other nations to retain 
their stability in gold, and that we cannot therefore even go 
“our own way” about money—yes, that we cannot even de- 
base our own currency without suitable international co- 
operation. 

= Price movements in the United States subsequent to Professor Copeland’s 
study cannot, of course, be directly related to the devaluation expedient, as a 
multitude of other forces have been at work on the price system, including vigorous 


inflationary open-market purchases, public expenditures, etc. These are not nor- 
mally a part of the commodity dollar proposal. 
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It is far too early to strike off a balance as to gains and 
losses in these matters in terms of data that are now avail- 
able. The really significant consequences are just beginning 
to appear. Perhaps it is well to mention here a little phrase 
that occasionally crops up in discussions by those who are 
favorable to the 1933 experiment and who point to the con- 
tinued deflation in gold countries—caused in part by our un- 
paralleled amputation of the dollar—as evidence that gold 
currencies should no longer be regarded as a relatively stable 
factor. They have—as some commentators put it—become 
the slave rather than the master. That is picturesque lan- 
guage, but this sort of remark—often matched in British dis- 
cussion with a phrase about the “instability” of the French 
franc or the new gold dollar—always calls to mind the day 
when the London Times featured a story of a storm which in- 
terfered with traffic and mails in the Channel with the cap- 
tion “Continent Isolated.” Perhaps gold is the slave rather 
than the master but it will take more than the consequences 
to date of the “experiment” of 1933 to be able to tell with some 
certainty. 

The belief that gold is a “mere fetish” or a “decorative 
symbol” without real monetary significance has been widely 
advertised in recent years. It is clear that many supporters of 
the dominant monetary tradition have failed to realize the 
significance of the breakdown in the conditions under which 
gold could continue to function as a satisfactory money. It is 
also true that support for the old gold standard has frequently 
come from groups that were among the warmest defenders of 
the very policies—rigid prices or tariff increases, for instance 
‘—that contributed to its demoralization. Foolish supporters, 
however, do not necessarily make a foolish cause. The tough- 
ness of the gold tradition under almost universal political 
attack should be a warning to those who think the yellow 
metal is through. While politicians and some economists de- 
nounce the tradition and have nothing but sneers for the 
“fetish” or the “barbaric relic,” governments and central 
banks pursue policies that curiously belie their official rhetoric. 
Great Britain has enormously increased its gold holdings since 
it freed itself from “the tyranny of gold” in 1931. The United 
States began a vigorous gold-buying campaign at the very 
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moment of the official denunciation of the metal, and it has at 
present the greatest gold hoard in its history. Many other 
examples could be cited. They indicate a deeper faith in the 
established monetary tradition than current discussion might 
seem to indicate. 

Faith alone, however, will not give us a sensible mone- 
tary practice, although it is basically necessary in any mone- 
tary tradition as the historic origin of the word “‘credit”’ illus- 
trates. Faith must be implemented by intelligent reconstruc- 
tion. Perhaps the constructive contribution of the discussion 
of the commodity dollar lies in the stress its propagandists 
have placed upon the use of intelligence in the adaptation of 
the old tradition to new circumstances. If the specific pro- 
posals that have been made areunacceptable, they might never- 
theless provoke a timely reconsideration of the weaknesses 
in an uncritical return to conditions as they were before the 
breakdown. Without a vigorous and intelligent reconsidera- 
tion of the forces that undermined the standard, nothing 
seems more certain than a repetition of the catastrophe we 
have just experienced. 


VI. THE QUEST FOR STABILITY 


The commodity dollar proposal is a reaction to the two 
breakdowns of the international gold standard since 1914. 
The immediate cause of the first was a general rise of prices, 
and of the second a general decline. The responsibility for 
these movements, and their social and political repercussions, 
is then assigned to the monetary standard rather than to other 
factors that affected the price level, and it is assumed that 
under a different monetary system the other causes would not 
operate. 

A mere enumeration of the varied elements that played a 
role during these decades reveals the inadequacy of the as- 
sumption that the major swings of economic activity since 
1914 were entirely a matter of the monetary standard. Prices 
and production were affected by the war and war finance, by 
bank credit expansion and contraction, by price and wage 
policies and efforts to “control” the market, by a huge increase 
of trade barriers, by unprecedented political interference with 
money markets of which reparations and war debts are ex- 
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amples, and by a host of other factors. Such things would 
have broken the back of any monetary system, and to seek 
the remedy entirely in the monetary field is likely to prove a 
disappointing quest. Money is not an independent institution, 
free from other factors determining our economic and social 
life, and it is certainly not possible to remedy by monetary 
policy the consequences of a continuous series of blunders in 
other aspects of public policy. 
Clearly the quest for stability should first direct itself to- 
ward the prevention or limitation of war as the major cause 
of our present instability and, second, toward the entire prob- 
lem of credit (including public finance) and banking organi- 
zation, which has in many respects superseded the narrow 
monetary problem of former days. With the removal of these 
primary causes of instability, we might then ask whether the 
old conception of offsetting and counterbalancing price 
changes in gold-standard countries, mutually correcting one 
another through gold movements, must be abandoned be- 
cause of the increasing rigidity in our price system which tends 
to make such movements continue in one direction rather than 
automatically to strengthen the forces working toward a new 
equilibrium, Is it realistic to assume that in our economy with 
its drift toward fixed prices, wages, and interest rates, and its 
obvious tendency to offset movements of goods across national 
boundaries by tariffs and quota schemes, the forces set free 
by gold movements will be allowed to have a “free” and 
“natural” equilibrating effect, as is assumed in the theory of 
the orthodox gold standard? Wouldn’t the secure establish- 
ment of such a monetary system under present circumstances 
call for powers over these various forces that might interfere 
with its operation? In other words, doesn’t a modern restate- 
ment of the rules of the gold standard (with fixed exchange 
rates) suggest that the re-establishment of the international 
gold standard will call for “management” in the sense of pow- 
er to change market forces to force them into accord with 
monetary objectives? The problem then becomes a choice be- 
tween the old gold standard with “management” of these 
new rigidities so that price adjustments can be made to gold 
movements, or changing the standard with “management” 
of the price system as a whole because the rigidities seem 


[ 20] 


politically or socially so thoroughly encrusted that a success- 
ful attack upon them seems doomed in advance, or too costly 
from the standpoint of social stability. 

In the first case, monetary policy calls for a clear explicit 
agreement upon the rules of the gold standard with such modi- 
fication in national and international policies and institutions 
as it might seem to demand.™ In the second case, it might 
mean the type of proposal which this essay has sought to 
clarify. The rejection of the program of the World Economic 
Conference in 1933 and the wave of economic nationalism in 
the world today illustrate the difficulties of the first program. 
Experience in Great Britain and Sweden—and the views of 
many in positions of authority in this country—prove that 
the alternative program of commodity price stabilization 1s 
no longer a matter of theory, but a problem of the greatest 
possible practical interest to our whole economic and social 
structure. 


Most of us believe in a society organized on the basis of 


13 Whether the agreement aims at a restoration of the old gold standard with 
external stability, or at the more efficient functioning of several managed currencies 
designed to establish internal stability, it will be fruitful to inquire into the pos- 
sibility of some control of methods of handling short-term foreign credits. The ex- 
perience with the crash of the Credit Anstalt in 1931 and the subsequent breakdown 
in Germany and Great Britain brought out the almost fantastic ignorance among 
bankers of one another’s involvements in those countries. Estimates that were made 
within a few months of one another by two competent groups varied for “long- 
term” from 8 billion reichsmarks (Layton report) to 11.1 billion (Basel report), and 
for “short-term” from g billion reichsmarks (Layton) to 12 billion reichsmarks 
(Basel). 

Even a purely fact-gathering and fact-publishing activity on the part of the 
Bank for International Settlements, based on similar activities in the leading centers, 
would have prevented such a catastrophe from growing to its 1931 proportions. If 
in addition it should be possible to agree that short-term credits should always be 
placed through the creditor country’s central authority via the international center 
and the debtor country’s central authority, one of the major items of unsettlement 
would be near control, because of the co-ordinated knowledge as to the credit risk. 
The Basel statistics would reveal unhealthy accumulations at an early stage. Con- 
centrating withdrawals through the Bank’s machinery would be a guaranty against 
a “run” on a weak center. In 1931 it was clearly demonstrated that in such cir- 
cumstances bankers themselves behave as their own depositors do in a run on a 
neighborhood institution. This would not involve yielding vital authority to the 
bank at Basel. It would merely substitute one instrument for another and co- 
ordinate the various national policies by the regular publication and examination of 
relevant statistical material. Cf. Harry D. Gideonse, Annals, January, 1934. For a 
description of the Bank for International Settlements, cf. Harry D. Gideonse, The 
International Bank (Rutgers University, 1930), and E. L. Dulles, The Bank for 
International Settlements at Work (Macmillan, 1932). 
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individual initiative, and there is more understanding for the 
view that the hectic price movements of recent years enhance 
the danger of drift into some kind of regimentation of distribu- 
tion and production. The monetary problem is therefore in a 
peculiar way vital for the continued existence of a liberal so- 
ciety. If this essay has especially stressed the weaknesses of 
the suggested innovation, it might be underlined in conclusion 
that the criticism of alternative proposals does not remedy the 
obvious defects in traditional practice, which are the underly- 
ing cause and explanation of the willingness to gamble with 
untried and questionable devices. 

At the best we have the choice between a vigorous reform 
of the gold standard—with all that such a program implies 
in the international realm, as well as in the management of 
the domestic rigidities in the price system—or a recasting of 
the standard itself. 

Sheer inertia will involve a repetition of the disasters of the 
recent past with a measure of social demoralization that might 
endanger the continued existence of a free society. 
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